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SUBJECT: State Agency Budget Reduction

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO
REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED/AMENDED STILL APPLIES.

X OTHER - See comments below.

SUWARY OF BILL

This constitutional amendnment would require that the state budget for the
1999/ 2000 fiscal year reduce state agency expenditures 10% fromthe prior fiscal
year.

SUMVARY OF AMENDIVENT

The April 1, 1998, anendnents replaced the constitutional anmendnent’s provisions
as introduced with the provisions discussed in this analysis. The constitutional
anmendnent as introduced woul d have required that every annual state budget reduce
state agency expenditures one percent fromthe prior fiscal year, unless higher
expendi tures are approved by a three-fourths vote of the Legislature.

EFFECTI VE DATE

This constitutional amendnent nust be voted on at the next election following its
approval by the Legislature (which would be Novenmber 3, 1998). |If approved by
the voters, this constitutional amendnment woul d take effect on the day after the
el ecti on.
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SPECI FI C FI NDI NGS

The existing California Constitution requires the Governor to subnmit to the
Legislature within the first 10 days of each cal endar year, a proposed budget for
the upcoming fiscal year. The CGovernor’s budget nust include reconmended state
expendi tures, estinated revenues, and, to the extent that proposed expenditures
exceed proposed revenues, recomended additional revenue sources. The Governor
may require state agencies to provide any information necessary to prepare the
budget. The budget nust be acconpani ed by a budget bill, which nust be passed by
a two-thirds vote of the Legislature by June 15 of each year. The State
Constitution provides that the Legislature shall not send to the Governor any
bill appropriating funds (except certain necessary appropriations) until the
budget bill has been enacted. In addition, the State Constitution allows the
Legislature to control the subm ssion, approval, and enforcenment of budgets and
the filing of clains for all state agencies.

Under the existing Governnent Code, every state agency nust submit to the
Departnent of Finance (DOF) a budget showi ng all proposed expenditures and
estimated revenues for the ensuing fiscal year. Each of these budgets al so mnust
show al |l ot ments of appropriations or other funds available for the fiscal year
Anytine before the enactnent of the budget act, the DOF may anmend a state agency
budget. During the fiscal year, state agencies nay request the DOF to nake
transfers between that agency’ s budget allotnents.

Under the existing Governnent Code, the budget required by the State Constitution
to be submitted by the Governor nust include a conplete plan and item zed
statenment of all proposed expenditures of the state provided by existing | aw or
recommended by the Governor or any state agency and all estinmated revenues for
the ensuing fiscal year together with a conparison of each item of expenditure
and revenue with the actual expenditures and revenues for the | ast conpl eted
fiscal year, the estimted revenues and expenditures for the existing fiscal

year, and the budgeted revenue and expenditures for the next fiscal year.

The exi sting Government Code provides that if after the budget act is enacted
estimates show that expenditures will exceed revenues, expenditures should be
reduced or revenues should be increased, or both, to ensure that actual
expendi tures do not exceed actual revenues for that fiscal year

Under existing law, the Franchi se Tax Board (FTB) adm nisters the Personal |ncomne
Tax and Bank and Corporation Tax Laws, which includes taking any collection
action necessary to gain conpliance with these laws. Additionally, it is
responsi ble for collecting as though they are delinquent final personal incomne

t axes:

e child support delinquencies and court-ordered debts that are cases enforceabl e
by the counties, district attorneys and courts, respectively.

e vehicle registration delingquencies that are debts enforceable by the Depart nment
of Mdtor Vehicles.

e student |oan delinquencies that are unpaid | oans enforceable by the Student Aid
Conmi ssi on.
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e delinquent Labor Code assessments enforceable by the Departnent of Industrial
Rel ati ons.

e court-ordered debts enforceable by superior, mnunicipal, or justice courts of
the state.

Under existing |aw, the non-tax delinquencies that FTB col |l ects arise under |aws
ot her than those adm nistered by FTB. In general, the enacting |egislation gives
a governnmental agency the authority and responsibility to adm nister the | aw
under which the debt arises, which includes primary responsibility for
enforcenent of the debt. However, additional enforcenent authority also is
granted that allows referral of the debt to FTB for collection, and FTB is then
given the authority to collect the debt as though it were a tax. The other
agenci es are responsible for reinbursing FTB for debt collection expenditures.

This constitutional anmendnent would require the Governor, in preparing the
proposed budget for the 1999/2000 fiscal year, to devel op a base anmount for each
state agency that is 10% | ess than the anmount appropriated to each state agency
for the 1998/1999 fiscal year. |If the expenditures reconmended in the proposed
budget for any state agency exceed the base anmount, the recommended expenditures
for other state agencies nust be reduced by an equival ent anount so that the
aggregate reconmended expenditures for all state agencies does not exceed the
aggregat e base anobunt. The anmendnent al so would require that the budget bill not
appropriate ampunts to state agencies in excess of the aggregate base anpunt.
Further, the budget act mnust include explanations for appropriations to any state
agency that exceed the anpbunt recommended in the Governor’s proposed budget.

This constitutional anmendnent woul d revise the existing requirement that the
Legislature shall not send to the Governor any bill appropriating funds (except
certain necessary appropriations) until the budget bill has been enacted to read
that the Legislature may not send the Governor appropriation bills prior to the
enact nent of the budget bill.

Pol i cy Consi derations

Because the nunber of taxpayers in California, and thus the number tax
returns filed, increase each year, and the departnment’s nontax debt
collection activities increase each year, the departnent’s annual budget
normal |y increases to ensure the sane quality service is provided. The net
effect of this anendnent woul d be greater than a 10% reducti on because it
al so would elininate the departnent’s nornal budgetary growth for the

1999/ 2000 fiscal year. Additionally, if other state agencies are not able
to reinmburse FTB for debt collection expenditures, the departnent’s budget
effectively would be reduced further.

If an agency with which FTB shares debt collection authority nust reduce its
collection activities as a result of this constitutional anmendnent, FTB' s
responsibilities would increase; however, FTB s budget woul d decrease.

| npl enent ati on Consi der ati ons

To the extent that this constitutional anmendnment would result in a reduction
in personnel, the department would need to work with the State Personne
Board to facilitate |layoffs.
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Departnental Costs

This constitutional amendnment would result in an estimted budget reduction
for the departnment of approximately $38 mllion.

Tax Revenue Esti mate

This constitutional amendnent would result in an estimted revenue | 0sSs in
the 1999/ 2000 fiscal year of approximately $170 mllion.

This estimate was determined in the foll owi ng nmethod. The 10% budget
reduction would result in a reduction of approximately $34 mllion in the
amount that otherw se woul d have been expended for revenue-producing
activities. For each $1 expended on revenue-producing activities, the
department generates approximately $5 in state tax revenue. Thus, the
revenue | oss would be 5 tinmes that of the reduction of revenue-producing
activities: $34 mllion x 5 = $170 mllion estinmated revenue | o0ss.

The anount of | osses that al so would be experienced in the non-tax debt
coll ection progranms adm ni stered by the department are not determ nable at
this tine.

POSI T1 ON

Pendi ng.



